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ADVANCE LETTER ON 



GENERAL BUSINESS CONDITIONS 

March iy, IQ20 



IN February, curve B, representing business, declined 
from the high record of January. There are numer- 
ous straws indicating that the peak of commodity prices 
has been reached and that liquidation in commodity 
markets will develop in April and the months following. 
Money continues to be very tight. In spite of this 
fact there was a revival of speculation during the past 



There appears to be no reason at the present time for 
changing our forecast that the readjustment of prices 
and of business will not be accompanied by an explosion. 

Business 

In February, curve B, representing business activity 
and commodity prices, decreased for the first time in 
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two or three weeks as a result of the decision of the 
Supreme Court that stock dividends are non-taxable 
income and of other favorable developments. 

In previous letters we have expressed the opinion 
that the expected liquidation will not be drastic and 
that it will not be accompanied by a panic. This 
opinion is based mainly upon these considerations: 

1. Production and stocks of commodities appear to 
be moderate. 

2. The United States is in a strong financial position 
in international markets. 

3. The federal reserve banks will be able to expand 
and to issue notes if liquidation reaches dangerous 
proportions and confidence is shaken. 



three months and the second time in a year. Outside 
bank clearings declined 18 per cent compared with the 
usual seasonal decline of 16 per cent; Bradstreet's and 
Dun's indices of commodity prices both show a reces- 
sion of three-tenths of one per cent for the month. The 
index of the United States Bureau of Labor Statistics, 
however, increased to 249 in February compared with 
the previous high record of 248 in January. 

There are numerous straws indicating that the peaks 
of commodity prices and business activity have been 
reached. For instance, the New York State Industrial 
Commission reports that " for the first time in four 
months there appears a decline in the amount of em- 
ployment in New York State factories. The number of 
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workers employed in February shows a decrease of 
slightly more than one per cent from the previous 
month, compared with an increase of one per cent in 
January and of 3 per cent both in December and 
November." 

The Iron Age for March 11 says: " With production 
at the highest rate in more than a year and the prospect 
of further increase as spring comes on, the steel trade 
expects gradually to work out of the serious hampering 
of recent weeks. There has been no rush thus far on the 
part of the railroads to buy equipment, and the week 
has rather added to the evidence that the strained con- 
ditions in the industry are yielding. . . . Further signs 
appear of the reaching of the peak in pig-iron prices. 
. . . An effort to advance foundry iron in eastern 
Pennsylvania to $45 did not succeed and foundry iron 
is still available at $40, Birmingham." 

Bradstreet's for March 13, says: "Purchasing for 
immediate needs is reported as in general satisfactory, 
but there is a more pronounced disposition to limit com- 
mitments for the future. The main influence in in- 
ducing caution in respect to providing for more distant 
requirements is the feeling reflected in dispatches from 
many quarters that prices have about reached the top 
and that readjustments in a downward direction may 
be looked for in the not far distant future. . . . In a 
number of places money stringency has had the effect 
of curtailing programmes laid out before the disposition 
to conserve credit more closely began to be manifested." 

Dun's Review for March 13 says : " While a decline of 
only about three-tenths of one per cent in Dun's Index 
Number as of March 1 seems trivial in comparison with 
the preceding extraordinary upturn, yet it is significant 
as reflecting a change in the main price movement, and 
may conceivably be the forerunner of a gradual, if ir- 
regular, downward readjustment. Specifically, some 
foodstuffs, hides and leather, some textiles, and pig iron, 
among leading articles, have reacted more or less from 
the recent top levels, and not a few buyers, although 
momentarily disregarding the element of cost if their 
needs be especially urgent, are largely limiting commit- 
ments to actual and well-defined requirements, on the 
theory that such a policy will prove to be advantageous. 

" Supporting the belief that continued price deflation 
is in prospect is the growing resistance to present prices 
in retail circles, such a phase appearing somewhat con- 
spicuously in clothing lines, and signs of a curtailment of 
extravagance in purchasing are seen in the shifting of 
demand in more frequent instances from the costliest to 
the more moderate-priced merchandise." 



Speculation 

In February our forecaster, curve A, decreased for the 
fourth consecutive month, thus adding new evidence to 
the forecast of an imminent decline of commodity 
prices and business activity. 

In March the volume of sales on the New York Stock 
Exchange for the period March 1-15 was 12,425,100 
shares. This is at the rate of 25,000,000 shares for the 
month, a moderate increase, compared with 21,870,000 
shares in February and 19,880,000 in January. 

The average price of twenty industrials increased 
from $92.40 on March 1 to $100.55 on March 15; the 
average price of twenty rails increased from $75.03 to 
$78.83 between the same dates. 

The increase in the volume of sales and average prices 
took place in the face of a stringent money market. It 
was evidently the result of the following favorable news : 

1. The decision of the Supreme Court that stock 
dividends are non-taxable income. 

2. The decision of the Court that the Interstate 
Commerce Commission in fixing valuations must 
accept the present value of right of way and ter- 
minals, not original costs. 

3. The decision of the Court against the government 
in its suit for the dissolution of the United States 
Steel Corporation. 

4. The announcement of the arrangement for gold 
imports from Europe. 

It is not surprising that the market was stimulated by 
these developments, even with call rates ruling at 10 
per cent. 

Banking 

Between February 20 and March 12 the ratio of total 
cash reserves to the sum of net deposits and federal 
reserve notes in actual circulation remained about con- 
stant. On March 1 2 the excess reserves of the system 
were $211,000,000, the lowest point yet reached. Pres- 
ent excess reserves, however, would allow an expansion 
of loans of member banks to the amount of two or two 
and a half billions (which is from 11 to 14 per cent of 
total loans) before the reserves are reduced to the legal 
minimum. This fact, considered in connection with the 
strong international financial position of the United 
States, makes us feel confident that the federal reserve 
system will be able to handle the developing situation 
in such a way as to avoid a financial panic. 

In March and April a seasonal advance of interest 
rates is usual, and continued stringency in money 
markets is clearly indicated for at least the next few 
months. 

W. M. P. 
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